In this paper, I assess the impact of financial reforms on corruption using a panel of 85 countries for . I find that several, but not all, of the policies targeted towards financial liberalization reduce corruption. Specifically, the abolition of entry barriers, credit controls, and excessive reserve requirements along with improvements in the security markets and banking supervision are associated with lower corruption. JEL classification codes: D73; G28; O16
Introduction
The positive effects of financial development and liberalization on economic outcomes such as investment and economic growth are well-reported in the empirical literature (see Levine, 2005 for a review of related literature). On the other hand, corruption has been found to negatively impact economic growth (Mauro, 1995) and to be positively associated with poverty and income inequality (Gupta et al., 2002) . Linking these two strands of literature, Altunbaş and Thornton (2012) find a negative relationship between bank credit to the private sector and corruption. And, Ahlin and Pang (2008) show that the interaction between financial development and corruption has important implications for economic growth. Hence, looking at the relationship between financial liberalization and corruption may provide important insights. This paper contributes to these two strands of literature by investigating the link between financial reforms and corruption. Using an unbalanced panel of 85 underdeveloped, developing, and developed countries for 1984-2005, I find that reforms targeted towards financial liberalization also reduce corruption.
There could be several channels through which financial reforms can reduce corruption.
First, corruption in the banking sector is an important obstacle to firms seeking financing and Beck et al. (2006) find that mandating banks to disclose accurate information can be an important tool to mitigate the severity of this problem. An appropriate degree of banking supervision (an important dimension of financial reforms), thus, may lower corruption in the banking sector. Second, since there is a negative association between the government ownership of banks and the rate of financial development (La Porta et al., 2002) , easing the entry of private and foreign banks may also reduce corruption by increasing competition among banks and forcing them to offer cheap (corruption-free) loans making financial markets more efficient. Moreover, corruption in public sector banks may be greater because of differences in the wage structure and a greater job protection compared to the private sector. The public sector wages are greater than the private sector wages in both developing (Bender, 1998) Another important channel through which policies towards financial liberalization can impact corruption is by making markets more competitive. Financial development has been shown to (1) increase the probability an individual starts his own business, (2) promote the entry of new firms, and (3) boost competition (Guiso et al., 2004) . Together an increase in the number of firms and a competitive market are likely to reduce the scope of paying bribes since paying bribes would mean a higher cost of production. Along these lines, Ades and Di Tella (1999) have shown that corruption is lower in countries where firms face greater competition. Additionally, several dimensions of financial liberalization may boost market competition and, hence, help reduce corruption. For instance, the privatization of banks is likely to enhance market competition since it increases lending (Berkowitz et al., 2014) . Also, an imposition of excessive reserve requirements and mandating banks to extend subsidized credits to certain sectors adversely impact the amount of resources available for entrepreneurial activities, which will limit the number of firms and discourage competition.
Consequently, financial reforms towards the abolition of excessive reserve requirements and providing greater autonomy to banks regarding credit supply are likely to increase competition. Finally, policy reforms towards developing the securities market promote savings and investment (Henry, 2000) , which may further increase market competition.
Data and Empirical Specification
To investigate the effect of financial reforms on corruption, I estimate the following specification using the fixed effects estimator
and developed countries (Lucifora and Meurs, 2006) , and the existing evidence suggests that public sector wages are negatively related to corruption (Svensson, 2005) .
where i and t denote country and year respectively. ∆Ref orms it denotes the change in policy index occurring in country i between time t and time t + 1. Table 1 .
Results
The results presented in Table 2 show that, consistent with the hypothesis, a greater degree Table 3 suggest that while financial reforms index, entry barriers, security market development, and banking supervision are associated with lower corruption in non-advanced economies, only banking supervision is associated with lower corruption in advanced economies. Though some other variables such as financial reforms index, credit controls, and directed credit are also associated with lower corruption in advanced economies, these are significant only at 15%. These findings suggest that non-advanced economies may experience greater gains from financial liberalization than advanced economies as far as corruption is concerned.
The fixed effects estimation ensures that the estimates reported in this paper are not biased due to the omission of country-specific fixed factors such as institutional, cultural, and democratic factors, which are among the most significant determinants of corruption (Treisman, 2000) . Although the possibility of simultaneity cannot entirely be ruled out, the evidence suggests that the status quo in the financial sector policy is disturbed by influential events ("shocks"), and the liberalization progress depends on factors such as initial reforms, learning, regional diffusion, global interest rate fluctuations, balance-of-payments and banking crises, and trade openness (Abiad and Mody, 2005) rather than corruption. Nevertheless the interpretation of these results warrant some caution.
Conclusions
The results of this study reveal an important concern for policymakers: corruption has been increasing over time. The World Bank seems to recognize the severity of this issue and identifies corruption as "the single greatest obstacle to economic and social development".
This paper identifies several dimensions of financial liberalization that are negatively related to corruption and provides a guide to policymakers as to which policies might work best if the objective is to fight corruption. The findings of this paper suggest that the removal of entry barriers to the financial sector, easing credit controls, developing security markets, and supervising the banking system may help combat corruption.
Interestingly, out of the four dimensions of the financial reforms that are negatively related to corruption, two -namely directed credit and security markets development -have also been found to be associated with income inequality in a recent paper by Agnello et al. 
